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I. INTRODUCTION
In recent years, it has become popular to argue that service industries such as information technology-business process outsourcing (IT-BPO) and tourism can serve as principal drivers to achieving sustainable and inclusive economic growth for the Philippines and for other developing countries (Ghani 2010 , Pasadilla 2006 . Some economic analysts, however, are skeptical of this notion and assert that the industry and agriculture sectors are equally or more important (Usui 2012) , while others claim that developing IT-BPO and other modern service industries has so far been limited in many parts of the world. How will IT-BPO and tourism evolve in the Philippines in the 2010s and beyond? In addition, what are the prospects for migration and its impact on exporting services? This study examines the dynamics of the development of the service sector in the Philippines in a historical and comparative review based on a synthesis of secondary information and interviews.
A substantive analysis of service sector development is, however, constrained by the weakness of the data. In recent years, the Bangko Sentral ng Pilipinas (BSP, the Philippine central bank) and industry associations have made efforts to improve the reporting of basic revenue and employment data. Nevertheless, the data lack details on revenue, employment, and investments per business line and on export or domestic markets and do not include information on individual firms. Moreover, data on the impact of information and communication technology (ICT) and BPO production and consumption are incomplete. One particular knowledge gap is the lack of information on the impact of developing export services on different social groups and on productivity. Several reports have been issued on growth trends in the industry, but its impact on economic growth and on social groups is typically not a principal focus. Much of the information on these topics consists of general observations, some of which are based on anecdotal information.
Data on tourism are also weak although they are covered in a special national satellite account. Similarly, there is little regularly published information on the impact of migration beyond general data on the number of migrants and the BSP's reporting on remittances from Filipinos working overseas.
II. THE PHILIPPINE ECONOMY AND SERVICE SECTOR DEVELOPMENT

A. Economic Development
The performance of the Philippine economy has improved in recent years. The gross domestic product (GDP) grew by 7% in 2012 and is currently projected to grow at 6% or more in 2013 and 2014 (ADB 2013 . Among its strengths are its rich natural and human resources, yet the historical records show that the country's performance has lagged behind many of its East and Southeast Asian neighbors as reflected in its inadequate infrastructure, its low domestic investment rates, the comparatively modest growth in foreign investment and trade, the slow pace of upgrading technology and alleviating poverty, and weaknesses in governance. In recent years, however, there has been marked improvement in governance, macroeconomic balance, and overall competitiveness rankings (WEF 2013b) . The economy has profited from growth and has benefited from increases in overseas workers' remittances and from exports of services, but overall advancements in manufacturing have continued to be minimal compared with the People's Republic of China (PRC); the Republic of Korea; and Taipei,China, for example. Also, most of the decline in agriculture as a share of GDP and of employment has been absorbed by the expansion of the service sector in major urban areas rather than by manufacturing.
Furthermore, the country is characterized by major disparities in economic development. Some are very wealthy, and there is a growing urban middle class, but many parts of the country are still economically disadvantaged. Much of the economy is dominated by a few oligopolies while the development of small and medium-sized enterprises (SMEs) has been constrained by a lack of financing and by red tape (World Bank and IFC 2013) .
For several decades, the Philippines has lagged behind East Asian and most Southeast Asian economies in overall GDP performance as well as in life expectancy, poverty alleviation, improvements in education, infrastructure investment, the diffusion of ICT, and other development indicators. In the 2000s, GDP growth accelerated reaching an average of 4.9% from 2000 to 2010, which is close to the Association of Southeast Asian Nations (ASEAN) average. This growth was partly fueled by remittances from Filipinos working overseas and by export earnings from the semiconductor and electronics industry, and more recently by IT services and BPO exports and by tourism. The semiconductor and electronics industry has largely focused on assembling imported components, and export earnings vary substantially due to sharp fluctuations in external demand. Moreover, manufacturing as well as agriculture and mining have been characterized by low wages and value added per employee compared with IT-BPO and other modern services.
While GDP growth has improved, the economy has not generated enough new jobs, especially for unskilled workers and those living in rural areas. This is reflected in the national unemployment rate of 7.0%-7.5% from 2007 to 2012 and the underemployment rate of 19.8%-22.6% in the same time period (Bureau of Labor and Employment Statistics 2011-2013) . The proportion of the population living in poverty was 34.9% in 1985 , 22.4% in 2000 , and 22.6% in 2006 (Ravallion and Chen 2008 .
Urban-centered economic growth and the lack of employment opportunities in rural areas and smaller towns have resulted in substantial internal migration. For several decades, economic development has been concentrated in the industry and service sectors in a few metropolitan areas, the prime example being the Greater Metro Manila area which now accounts for almost a fourth of the country's total population and an even greater proportion of it exports and GDP.
The Philippine Development Plan 2011-2016 identified the key constraints to overall economic growth as low investment and slow technological progress due to inadequate infrastructure and weaknesses in institutions. The inefficient transport network and unreliable power supply are cited as among the most significant constraints. The percentage of paved roads to total roads remains one of the lowest in the region, and the quality of port, air, and railroad infrastructure needs to be improved. The government acknowledges the urgent need to tackle weaknesses in ICT and infrastructure, institutional frameworks, governance, and the overall business climate (ADB 2013 , NEDA 2011 . Economic development is still marked by slow progress in reducing poverty and income inequality, by over-reliance on volatile electronics export earnings and on remittances, and by stagnation in the manufacturing industry and agriculture sectors. There is, however, no doubt that the Philippines is rich in talent and that the impetus to tackle these weaknesses and to build on strengths has begun to grow in recent years as. These facts are exemplified by improvements in credit ratings and international competitiveness ranking (WEF 2013b) , and advancements in terms of national economic development plans, the launch of various schemes for an ICT-empowered "Smart Philippines," and specific plans to boost the development of the IT-BPO and tourism industries (NEDA 2011 , Melchor 2013 ).
B. Service Sector Development
The share of the service sector in GDP has exceeded that of the industry sector since the mid1980s growing from 36% to 55% in 2010, and the sector's share in total employment increased from 40% in 1990 to 52% in 2010. The service sector share of GDP has continued to increase in recent years. It rose from 54.1% in 2006 to 57.1% in 2012 (Table 1) . By 2011, services employed 19.4 million people which is more than agriculture and manufacturing industry combined (Table 2) . Export-oriented services were especially significant as the ratio of service sector exports to total sector revenue was 12% in 2009. This is comparable to that of India and significantly higher than that of Indonesia, but low if compared with Hong Kong, China; Malaysia; Singapore; and Thailand (World Bank 2013a).
The large service sector indicates that the growth in the agriculture and manufacturing industry sectors has been slow. In fact, the overall growth performance of the service sector in the Philippines has been moderate due to limited growth in the domestic market and in external demand, low investment in infrastructure, education and other public goods, and the inadequate overall business climate. Yet the performances of the different parts of the service sector vary significantly.
The Philippines stands out because of the large number of Filipinos working overseas. Remittances from overseas workers corresponded to 9%-10% of GDP from 2003 to 2012 making the Philippines one of the most remittance-dependent economies and largest recipients in the world. Added together, IT-BPO services export revenue, tourism, and remittances accounted for over 22% of GDP, or over 30% of the country's foreign exchange earnings in 2011 (BSP 2013b (BSP , 2013c . This has major direct and indirect implications for the labor market. As of 2011, export-oriented services combining tourism and BPO directly employed more than 4 million workers and indirectly employed about 10 million assuming an employment multiplier of 2.5%. Adding overseas workers, the number of Filipinos directly employed in exporting services can be estimated at more than 10 million from 2010 onwards (Table 3) . 
III. INFORMATION TECHNOLOGY SERVICES AND BUSINESS PROCESS OUTSOURCING
A.
Growth and Structural Change
The Philippines is a prime example of a country that successfully developed a sizeable BPO export industry in the 2000s (Table 4) . It has outperformed most countries in industry growth emerging as the largest BPO center in the developing world after India and appears poised to become a major exporter of IT services as well. As of 2012, IT services and BPO combined generated $13 billion in export revenue and directly employed 777,000 people (BPAP 2009 (BPAP -2013 .
Compared with India, the IT software and service industry and much of the BPO industry is younger in the Philippines, and the scope for establishing a large high-end software and engineering service industry is limited by the fact that the country is smaller than India in terms of its domestic market and the pool of skilled human resources available. The IT-BPO industry in the Philippines was initially largely focused on basic call centers and lower-end non-voice, back-office services. Subsequently, the industry has also expanded significantly in higher-end call center services, non-voice BPO, knowledge process outsourcing, IT software and services, and engineering service outsourcing. The industry has major growth potential at both the lower and higher ends of the value chain as the country is still in the early stages of developing a major IT-BPO industry in rapidly growing areas like human resource management, healthcare, tourism, and a wide range of higher-end banking, finance, insurance, and accounting services (BPAP 2012) .
The trajectories for IT-BPO development in the Philippines differ from those in most other Asian countries. Industry growth has largely been driven by exports as the domestic market has been small compared to larger, higher-income Asian economies. Unlike in India and in many other places where IT services have been comparatively more important, the initial growth of the industry in the Philippines was in exports of low-end BPO services such as basic call centers. Compared to the PRC, India, and higher-income economies, the Philippines has limited capacity for high-end science and technology and industrial development although it does have a sizeable number of highly qualified people in engineering, medicine, accounting, creative industries, and other services (Mitra 2013b ). 
B. Drivers and Constraints
External demand and the large pool of low-cost human resources with English-language skills and higher education, attractive fiscal incentives for foreign investors and the rapid expansion of industrial parks and their akin have been the key factors enabling the extraordinarily rapid BPO industry growth in the Philippines since the early 2000s. These factors do not, however, explain it sufficiently or why the industry did not take off until recently. Other countries have also had these strengths but have failed to develop the industry as rapidly as the Philippines has done. It is, therefore, essential to examine a wide range of factors in greater detail, namely human resources, finances, infrastructure, technology, and legal and regulatory developments as well as cultural affinities and social mores. The specific roles of government; foreign companies and indigenous entrepreneurs; industry associations; civil society; individual champions; the Philippine diaspora; local and international commercial, consulting, and financial networks as well as timing and competition are also important. In short, to understand how the IT-BPO industry developed, the dynamics of a wide range of factors driving and constraining growth locally, regionally, nationally, and internationally must be analyzed (Mitra forthcoming).
The country's principal strength is its large, educated workforce with strong Englishlanguage capabilities and a reputation for being flexible, adaptable to both Asian and Western cultures, productive, loyal, and dedicated with key strengths in attention to detail and the ability to communicate and work with a positive and enthusiastic attitude and to take initiative. Filipinos speak idiomatic American English better than Indians and many other Asians, and their accents are more neutral. The workforce is familiar with multiple cultures (American, Chinese, Japanese, Malay, and Spanish) and has a proven ability to respond to changing customer demands and to deliver quality at low cost. The industry has also benefited from traditionally close business and other relationships with the United States (US), from developments in India and dynamic East Asian economies, and from its diaspora and other international networks. In addition, there is limited competition for the skilled workforce within the country due to a shortage of other employment opportunities for educated youth. For multinational corporations wishing to expand operations in the Philippines, financing has typically not been a principal impediment, but the availability of venture capital funding for SMEs or for venture and/or angel investments has, however, been comparatively more limited than in India. Indigenous firms are yet to become major investors in the service export industry; the business is currently dominated by foreign companies. The telecommunication industry is older and is owned by foreign as well as local business interests. Telecommunications and the electric power supply are mostly controlled by large oligopolies, and costs for services have so far been higher than in most other Asian economies (JFC 2011).
Access to quality telecommunication and other infrastructure plus real estate and conducive working and living environments are typically central issues facilitating IT-BPO industry growth. While most of the country lags behind in broadband connectivity and in the diffusion of computers and software, much of the industry requirements in terms of infrastructure are met in major cities and industrial parks or their akin. This proves that the IT-BPO export industry (unlike many types of manufacturing) can develop rapidly even when most of a country lacks effective modern infrastructure.
Government vision, policies, and institutions have facilitated industry development, but as in India, they have not been the prime owners or drivers of industry growth. Nevertheless, the government has indeed had an impact on its development through a wide range of policies, investments, and other interventions especially establishing Cyber Parks (Techno Parks, IT Parks, Eco Zones) offering fiscal incentives (corporate income tax holiday for 4-8 years), upgrading infrastructure, investing in training and education programs, and enacting legal and regulatory reforms (Box 1). 
C. Impact
The IT-BPO services export industry has grown rapidly compared with other parts of the economy. As a share of GDP, its revenue rose from less than 1% in the early 2000s to 1.5% in 2004 and to 5.5% in 2012, and its share of total exports (goods and services combined) increased from less than 1% in 2000 to 3% in 2004 and to 19 % in 2012. Its share of employment is, however, significantly less than its share of GDP or of foreign trade. Nevertheless, the share of the country's total employment directly employed in the industry has risen from less than 0.1% in the early 2000s, to 0.3% in 2004 and to 2.1% in 2012 (Table 5) .
Most of the IT-BPO industry has traditionally been located in Metro Manila followed by Cebu. The Metro Manila area accounted for 75 percent of all employment and more than 82 percent of total revenues in the industry in the Philippines as of 2012. The industry accounted for 12% of regional GDP and directly employed more than 0.6 million persons in the Metro Manila area as of 2013 (Mitra forthcoming). While much of the industry continue to be located in Metro Manila, it has also begun to develop rapidly in the Cebu area, and in so called next wave cities, many of which offering special advantages in terms of access to human resources, low costs, taxation and other incentives.
While the IT-BPO industry had only a limited impact on the economy in the 1990s, it is now a significant factor in the country's economic development. The industry's share of GDP and exports has risen sharply. Also, it has become a major generator of new job opportunities as direct full-time employment in the industry has risen from 100,000 in 2004 to 777,000 in 2012. Furthermore, in addition to direct employment, it is estimated that the industry generated 1.9 million indirect employment opportunities in 2012, that is, assuming an employment multiplier of 2.5 which is rather conservative; multiplier estimates for India typically range from 3 to 4 (Table 5 ) (Mitra forthcoming).
The expansion of the industry, coupled with more use of ICT, has had significant implications in terms of the level and composition of consumption and investment especially in the Metro Manila and Cebu areas. Direct and indirect impact include creation of employment, providing income and other benefits for employees, and earnings for the corporate sector, the latter including major foreign IT-BPO firms as well as indigenously owned telecommunication and real estate conglomerates. It has had positive impact on the local economy in terms of revitalizing retail sales, real estate, education, travel, and tourism, but has also entailed so called creative destruction whereby some jobs and old business practices become obsolete. More important, however, are the long-term implications for building competency and institutions and the potential to foster greater use of IT-BPO services across all sectors, geographies and social groups in the country. Among other things, the expanded role of ICT-related services has played a central role in transforming entrepreneurship, supply chains and fostering the development of production, trade, finance, and knowledge networks. In addition the success in developing a major BPO export sector has helped to improve the perception of the country internationally (Mitra forthcoming).
Due to the complexity of issues involved, and the lack of data and survey material, it is difficult to explicitly verify the various impacts of the IT-BPO service industry have; nevertheless, the following have been observed.

Expansion has enabled new livelihood opportunities within and across social groups, but significant regional, ethnic, and income disparities remain. Although much of the impact has been on the middle class, direct and indirect impact on lower-income groups has also been significant especially in terms of new jobs in the formal and informal sectors.
The higher pay offered has generated new income opportunities for high-, middle-, and low-income groups but has also increased prices and the cost of living and appears to have contributed to the widening of income disparities.
The industry has directly and indirectly generated significant amounts of additional tax revenue despite the fact that much of it has been granted tax holidays.
The accumulation of new private wealth has expanded corporate social responsibility programs and other philanthropic activities targeted at underprivileged groups (Mitra forthcoming).
While the rapid growth of the industry may have caused stress and disrupted family lifestyles, social and economic structures, and labor markets, positive socioeconomic impacts of industry expansion include the empowerment of entrepreneurs and of middle-and lowincome groups and intergenerational effects in terms of job and educational aspirations. Furthermore it has given rise to a new set of issues relating to disaster management, privacy, and cyber security. 
D. Opportunities and Challenges
The Cabinet-level Department of Science and Technology stated in 2012 that the government's goal was that the ICT industry as a whole would generate $50 billion in revenue by 2016 of which IT-BPO services would account for $25 billion-$27 billion and all other ICT (including telecommunications and electronic hardware) would be $23 billion-$28 billion. This implies that ICT would account for 18% of GDP in 2016 if the $50 billion target is reached (Ibrahim 2013 ).
The Philippine IT-BPO Road Map 2011-2016 launched by the Business Processing Association of the Philippines (BPAP) in 2011 suggested that annual export revenues from IT-BPO and global in-house center services could more than double from $9 billion in 2010 to $25 billion in 2016. However, the association also stressed that this will require the industry to accelerate the development of talent and to obtain stronger government support. If it succeeds, the IT-BPO industry could employ up to 1.3 million and account for 8% of GDP by 2016. In addition to direct employment, it is estimated that the industry will produce 3.2 million indirect employment opportunities by 2016 (BPAP 2012 (BPAP , 2013 . Furthermore, research in line with these growth assumptions shows that IT-BPO industry revenue could reach $50 billion by 2020, $45 billion in exports and $5 billion in domestic markets. The number of persons directly employed in the IT-BPO export industry would thus increase from 0.8 million in 2012 to 1.8 million in 2020 (Mitra 2013a ).
According to BPAP, the Philippine Software Industry Association and other industry association partners of BPAP, the IT-BPO industry is poised to continue to grow rapidly in voice and non-voice BPO as well as in IT software and services. This is reflected in the fact that BPAP was renamed the Information and Technology and Business Process Outsourcing Association of the Philippines in 2013. Nevertheless, multiple factors will constrain growth prospects, the most important one being the quantity and quality of technical, managerial, and entrepreneurial talent. The industry, government, and academia must make concerted efforts to expand the scale and scope of educational and training programs. The BPAP road map identified five priorities for the association: (i) setting standards and accreditation to ensure a better match between the skills of graduates and industry requirements; (ii) more aggressive internal marketing of job prospects for the local talent pool; (iii) strengthening awareness of the value proposition in IT, voice, and non-voice BPO services in existing and new markets; (iv) advocating for high-impact public policies; and (v) strengthening public-private partnerships to fund key initiatives such as development of industrial hubs and work-study training programs (BPAP 2012) .
The country appears to be ready to increase its global market share of low-and higherend voice and non-voice BPO services in the short and medium terms as manifested in the surge of investments in BPO in the 2010s. Both IT services and the BPO industry can continue growing in line with global developments in outsourcing and offshoring. In the long term, though, it may no longer be viable to increase market share due to changes in demand, commoditization, lower profit margins, and intense international competition. These developments along with the emergence of new technologies, business models, and opportunities will demand a major transformation and adaptation of the industry in the country.
The challenges for the Philippines in this decade are interrelated. First, it is essential to ensure that the country's overall economic, social, and political environment and investment climate are favorable for sustaining inclusive ICT and for developing ICT-enabled services, for fostering a knowledge economy, and for leveraging global technology developments. Second and more specific to the IT-BPO industry, it is essential to (i) effectively respond to changes in demand and competition in developing services; (ii) give utmost priority to developing technical, managerial, and entrepreneurial talent; (iii) develop multiple avenues for financing; (iv) improve infrastructure and living conditions; and (v) improve the legal and regulatory environment. Moreover, strong efforts are needed to foster foreign and local investment, entrepreneurship, and networks in different international and local geographic areas (Box 2) (Mitra 2013a).
Box 2: Factors Hampering Local Entrepreneurship in the Philippines
Markets and Competition
 There is a lack of financial resources, influential contracts, and competition from a wide range of foreign companies in India, the Philippines, and elsewhere.  Historically, the scale and scope of the domestic market has been limited in terms of households, the private sector, and government procurement. Human Resources, Entrepreneurial Traditions and Talent Drain  There are large numbers of potentially capable entrepreneurs, but their willingness to adopt the mindset needed for success in establishing start-ups and scaling up small and medium-sized enterprises (SMEs) in the IT-BPO industry is limited, though the Filipino-Chinese community has more robust entrepreneurial traditions than most other groups in the country. It will take considerable time to change the overall mindset so that more people consider the IT-BPO industry as an entrepreneurial career.  There is entrepreneurial dynamism but also a reluctance to take risks and insufficient efforts to improve quality and reliability.  Technical, managerial, and entrepreneurial talent often choose to work overseas rather than in the Philippines with only a few returning. There is also an internal talent drain as foreign subsidiaries in the Philippines attract the best talents because they pay better salaries and generally are considered to be more attractive employers which makes it harder for local firms to attract and retain high caliber talent. On the other hand, the fact that multinational corporations attract local talent can be viewed as positive as they train and mentor people, some of whom eventually decide to work for local firms. Finance and Infrastructure  Start-ups and SMEs often find it harder to raise capital than established and larger firms do. Few are willing to risk limited private savings to cover even basic start-up costs such as hiring staff, computer equipment, connectivity, and electricity. 
The high cost and poor quality of energy, broadband, and other infrastructure affects start-ups and SMEs more than established and larger firms.
Technological Capabilities
 The understanding and practical knowledge of the use of ICT is often weak despite the fact that effective use of ICT is currently a must in many forms of entrepreneurship.
Risk Mitigation
 The Philippines is one of the world's most natural disaster-prone countries and is also perceived by some as having significant political risks. This calls not only for rigorous contingency planning but also entails significant costs for IT-BPO and other industries. Large firms-multinational corporations in particular-have the resources needed to mitigate risks, but it is harder for start-ups and local SMEs to do so. Also, multinational corporations have major advantages as they have global service delivery capabilities so they can shift work to other locations quickly, if required. Government, Vested Interest Groups, Personal Patronage, and the Political Economy  Much of the industry sector (also the government, the business community, and civil society) has been characterized by personal patronage as wealth is concentrated in a few families, and large companies or oligopolies dominate the economy. Private conglomerates control the banking, international commerce, retail sales, real estate, transportation, petroleum and electric power, and telecommunication industries. The Philippines is basically a market economy in which the government, the private sector, the church, and nongovernment organizations are all major participants. Many argue that the concentration of power coupled with a cumbersome legal and regulatory system and bureaucratic red tape have made it hard for start-ups and SMEs to break in and to compete with large established firms.  Public sector weaknesses in terms of effectiveness, transparency, and accountability for corruption and in terms of red tape have hampered start-ups and SMEs. Compared with larger firms, smaller firms often find it difficult to comply with taxation and with other government requirements, so some choose to operate in the grey sector as they find it hard to cope with red tape.  The enforcement, accountability, and transparency of government policies, projects, laws, and regulations are weak, both centrally and locally. Enacting new legislation and regulatory frameworks is a lengthy process. Economic Nationalism  The "Philippines first" ideology that is part of the constitution constrains possibilities for foreign firms and professionals to work in the Philippines. It limits the role of foreign direct investment; the Philippines has lagged behind its neighbors in attracting it. 
IV. TOURISM
Growth, Trends, and Impact
Compared to the young IT-BPO industry, the tourism industry has a long history in the Philippines. Tourism has traditionally been the largest source of service revenues in many developing countries, but in the Philippines, the growth of the industry has been moderate, and in recent years the IT-BPO industry has overtaken it in earnings though not in number of employees. Tourism did rather well in the 1970s and early 1980s, but then growth began to slump; in fact tourism's share of GDP at 5-6% and of total employment at 10% was relatively stable from 2004 to 2011 (Table 6 ). Growth has, however, been more substantial from the mid- Employment in tourism has been growing at a moderate rate compared with most other ASEAN countries, but the industry employed 3.8 million workers in 2011 which was twice the number in public administration and defense, more than three times the number in education, and nine times more than in the banking-finance-insurance industry. Although tourism is more widely distributed in the country than IT-BPO, skill and remuneration levels are typically lower. Source: NSCB (2012), DOT (2013) and WEF (2013a) In 2012, the Philippines attracted 4.3 million international tourists compared with 3.1 million in 2007 and 2 million in 2000. Domestic tourism reached 22 million on 2011 compared to 11 million in 2011. Between 1995 and 2010, the annual average growth of international arrivals was 4.7% while between 2005 and 2010 the average annual rate of growth in the domestic market was 3.3% (DOT 2012). These growth rates are quite low compared with competing countries such as Indonesia, Malaysia, Thailand, and Viet Nam (WEF 2012) . While growing more rapidly in recent years, the Philippines continues to lag behind Indonesia, Singapore, and Thailand in the number of international tourist arrivals and international tourism receipts per capita (Table 7) . 
B. Drivers and Constraints
The Philippines destination potential for tourists is not confined to in its principal cities but includes as large number of locations in its vast archipelago. The people are generally friendly, cosmopolitan, and proficient in English. Despite these attributes, growth has been uneven and constrained by deficient infrastructure and other weaknesses. While tourism is less demanding in terms of educated human resources and high remuneration levels, developing the industry is demanding as it requires not only hotels but also adequate physical and institutional infrastructure and access to major sources of funding and to marketing and sales networks. Also, tourism has limited growth potential and also has risks of undesirable developments such as disrupting traditional value systems and life styles and burdening the environment.
The Philippines has traditionally ranked poorly in the World Economic Forum annual survey on travel and tourism, which calculates a country's competitiveness index based on three criteria: regulatory framework; business environment and infrastructure; and human, cultural, and natural resources. The 2009 report ranked the Philippines lowest among its ASEAN neighbors in terms of number of airlines with flights from the country and the availability of good air connections to overseas markets. It also lagged behind in the quality of roads and the ground transportation network, and restrictions on foreign ownership of companies and property rights remain a handicap in attracting tourism investment, especially by international chains. The time and cost needed to start a tourism enterprise also deserve attention. The 2011 survey covered 139 countries; the Philippines ranked 98th in regulatory framework constraints; 94th in business environment constraints; and 75th in human, cultural, and natural resource constraints. From an overall position of 86th from 2007 to 2009, the country fell to 94th out of 139 countries and 18th out of 26 in Asia and the Pacific in 2011. According to the survey released in 2013, however, the conditions in the Philippines have improved significantly as it ranked the country 16th in the region, and 82nd overall (WEF 2009 (WEF , 2011 (WEF , 2012 (WEF , 2013a ). The following figure shows the Department of Tourism's diagnosis of why the industry is underdeveloped.
Figure 1: Why Tourism is Underdeveloped in the Philippines
LGU = local government unit.
Source: DOT (2012).
C. Opportunities, Policies, and Other Challenges
Tourism has long been a high priority for the government and is considered central for social and economic development and employment in all provinces. Plans to develop tourism are included in the Medium-Term Economic Development Plan for 2011-2016 of the National Economic Development Authority and in the Department of Tourism's draft National Tourism Development Plan 2012.
The draft plan aims to increase international arrivals from 3.5 million in 2010 to 10 million in 2016, while domestic travel is projected to increase from 28 million to 35 million in the same period. In all, the share of tourism in GDP is projected to grow from 5.8% in 2010 to 8.1% in 2016, and employment is expected to rise from 3.7 million to 6.5 million, of which up to 740,000 will be from the poorer sections of the population (DOT 2012).
The plan further seeks to leverage the country's comparative advantage in natural resources, its position and proximity to major growth markets, and its well-known cosmopolitan and friendly culture. It highlights prospects for invigorated growth in the new tourism law and the open skies policy and by addressing (i) limited international and domestic market access and connectivity; (ii) noncompetitive tourist destinations and products; and (iii) weak public sector tourism governance and human resource development policies and practices.
Achieving the Philippine government's ambitious tourism growth targets for 2011-2016 will require forceful action. To tackle the main bottlenecks and barriers, the national plan outlines the development and marketing of competitive tourist products and destinations; improving market access, connectivity, and destination infrastructure; and improving the institutional, governance, and human resource capabilities for tourism (DOT 2012) . Substantive progress has been made in recent years, but much remains to be done to tap the development potential of tourism.
Suboptimal socioeconomic development contribution
V. OVERSEAS WORKERS AND THE PHILIPPINE DIASPORA
Growth and Structural Change
Recently, the major avenue for Filipinos to "export" services has been by working overseas rather than by delivering services from the Philippines. In fact, more than 10% of all Filipinos work overseas as permanent, temporary, or irregular migrants, (Table 8 ) and their remittances have long been larger than the country's commercial service exports. The number of overseas Filipinos (workers, students, emigrants, and others) has continued to increase since the 1960s and reached more than 10 million in 2011. More than 2 million Filipinos have migrated to the US, 0.5 million to Canada, and several hundred thousands live in Australia and Japan. For overseas workers, the Middle East has been a prime destination followed by the PRC and other Asian countries.
Most overseas Filipinos work in services. They have a wide variety of occupations including medical doctors; nurses; physical therapists; accountants; engineers; architects; seafarers; caregivers; physiotherapists; IT professionals and other technicians; teachers; journalists; artists; travel, restaurant, and hotel employees; and domestic helpers. The number of Filipinos working overseas has not only grown but has also changed structurally. While significant numbers work in low-end service jobs such as domestic helpers and general laborers, there has been a rapid expansion in the number with higher education and professional skills. In fact, official data on Filipinos who emigrated in 2011 show that 40% had college or post-graduate educations (Table 9 ). In the US, the Philippines ranks first in supplying nurses and second in medical doctors after India. Also, many Filipinos work in engineering, teaching, research, business management, and liberal arts in North America, Europe, and Asia.
B. Drivers and Constraints
Multiple factors explain why so many Filipinos have opted to work overseas. Broadly speaking, they are related to demand from other countries that can offer employment and comparatively high pay combined with high population growth and with a lack of attractive opportunities in the Philippines due to the modest growth of both the industry and service sectors. This, in addition to their strengths in cultural adaptability and professional talent, has resulted in a large number of Filipinos opting to work overseas, mostly in the service sector.
In addition, the Philippine government has been proactive in enabling Filipinos to work overseas. Since the enactment of the Labor Code in 1974, the government has set up public agencies to facilitate finding overseas jobs, and it has negotiated bilateral labor agreements to ease the movement of workers and to protect their rights in host countries. Efforts to counter the brain drain, or more broadly the talent drain, have, however, been unpretentious. ,840,448 7,383,122 2001 2,736,528 3,049,622 1,625,936 7,412,086 2002 2,807,356 3,167,978 1,607,170 7,582,504 2003 2,865,412 3,385,001 1,512,765 7,763,178 2004 3,204,326 2,899,620 1,039,191 7,143,137 2005 3,407,967 2,943,151 626,389 6,977,507 2006 3,568,388 3,093,921 621,713 7,284,022 2007 3,693,015 3,413,079 648,169 7,754,263 2008 3,907,842 3,626,259 653,609 8,187,710 2009 4,056,940 3,864,068 658,370 8,579,378 2010 4,423,680 4,324,388 704,916 9,452,984 2011 4,867,645 4,513,171 1,074,972 10,455,788 Note: Permanent: an immigrant, dual citizen, or legal permanent resident abroad whose stay does not depend on a work contract. Temporary: a person whose stay overseas is employment related and who is expected to return at the end of the work contract. Irregular: a person not properly documented or without a valid residence or work permit or who overstays in a foreign country.
Source: Philippine Overseas Employment Administration (2013). 
C. Impact
Filipino remittances to their native country have been significant in absolute terms and as a ratio of GDP and of other economic indicators. They have been a major source of foreign exchange earnings and hence in the balance of payments. Remittances recorded and routed through banks rose from about $2 billion in 1990 to $6 billion in 2000 and to $21 billion in 2001. As of 2012 they stood at $23 billion compared to $2 billion in foreign direct investment. Recorded remittances were 5.2% of GDP in 1996 compared with 9%-10% from 2003 to 2012. Remittances have increased rather steadily despite the global financial crisis in 2008 although at a slower rate than in the pre-crisis years (BSP 2013b).
The absolute magnitude of remittances to the Philippines is larger than in any other ASEAN country. The Philippines was the world's third largest recorded remittance recipient in absolute terms after India and the PRC in 2012. Moreover, the remittance-to-GDP ratio for the Philippines has been as high as 9%-10% compared with 1% and 3% in the PRC and India, respectively which is also far greater than other ASEAN countries (World Bank 2013b). Also, partly because the Philippine diaspora is large and spread worldwide, remittance inflows have been rather more stable than other international financial flows (BSP 2013b) The fact that remittances have a major impact on the economy is widely acknowledged although most have been channeled to consumption rather than to direct investment with the prime exception of real estate. Remittances have been a major source of foreign exchange earnings and contribute markedly to the current account surplus in addition to being a significant factor in consumption expenditures in the country.
While individuals and their families benefit financially from Filipinos working overseas, there are also undesirable implications such as weakening family ties. Thus on the one hand, the Philippines is a major exporter of human capital that benefits from workers' remittances, but on the other hand, it can be perceived as a country that is losing potentially valuable talent.
D. Opportunities and Challenges
The improved performance of the Philippine economy as illustrated by rapid BPO industry growth and changes in the external job market (economic slowdown and migration and work permit restrictions) have moderated the trend to seek employment overseas, and it has also become more difficult for certain categories of workers to emigrate. Thus, for example, a significant number of business management, IT, engineering, and healthcare graduates now seek employment in the IT-BPO industry in the Philippines.
The continued rapid growth in IT-BPO, tourism, and other service industries both in terms of exports and of services directed at local needs will result in more job opportunities in the country and will reduce the incentive to go overseas. Moreover, it could trigger an increase in the number of Filipinos opting to return to work or to invest in their native county. Such a development could prove to be very beneficial for the modern service sector.
Redirecting past trends in migrating talent will, however, require major improvements in the Philippine economy so that it can offer more employment and higher pay. Furthermore, the education system has to be reoriented so that it produces what is needed in the country rather than what is in demand overseas. Also, the government and the private sector need to make greater efforts to retain useful talent and to entice those working overseas to invest and work at home as that could improve prospects for developing the IT-BPO industry, tourism, and other services.
VI. CONCLUSIONS
Typically, sustainable, inclusive social and economic development is based on developing both the goods-producing (agriculture, mining, construction and manufacturing), and service sectors and the interface between them because services like education, healthcare, banking, legal systems, ICT, and logistics are fundamentally important for goods-producing sectors and vice versa. The principal issue is not whether to focus on services or on goods production but rather on why, when and what type of services and goods in the context of shifting patterns of comparative advantage that in turn depend on changes in demand, skill sets, natural resources and other factor endowments, technology, government policies, and other developments. This implies a need for vision and pragmatic approaches.
While potentially useful, a traditional analysis of broad categories of services such as modern versus traditional has major limitations. One reason for this are the changes that modern and traditional services undergo over time, e.g., in education, healthcare, financial services, and public administration. ICT has been a major factor in the revolutionary changes in these and other services whereby certain modes become obsolete while new ones come to the fore in line with the notion of creative destruction (Schumpeter 1950) . There is a need to give priority to new modern services (IT, BPO, the Internet and other) and to use them to revitalize the delivery of both modern and traditional services. Furthermore, it is useful to distinguish between services for export and those for the domestic market and to note that advancements in transportation and logistics and the escalating ICT revolution make both goods and services more tradable within and across countries. Becoming more tradable implies that services can grow substantially even when domestic demand is weak.
Traditional services interact with modern ones; for example, the IT-BPO industry is highly dependent on the education system for human capital while an effective education system is becoming increasingly dependent on ICT. Similarly, there is substantial interdependence between ICT and the development of engineering and other science and technology based services manufacturing and other goods production, transportation, tourism, real estate, banking, finance and insurance industry, creative industries, business services, public administration and national security among other sectors. Although the successful development of the IT-BPO industry depends on the status of other sectors, it also has major implications for their development. In short, a well-developed IT-BPO industry can both empower and be a catalyst for transforming other parts of the economy.
Simultaneously developing both the IT-BPO and tourism industries can help create a better overall business environment that could further spur their development. Expanding the scale and scope of IT-BPO exports and tourism can also improve country branding and can help to increase air traffic and to develop hotels, real estate, retail businesses, and creative industries.
The experience of the Philippines points to the need to embark on multipronged development with a pragmatic focus on several services and goods-producing sectors. Concerted efforts to strengthen education, training and institutional capabilities coupled with effective application of ICT will develop new business models and entrepreneurship and will transform supply chains and production, trade, finance, and knowledge networks. While not a panacea for economic development the Philippines has major opportunities to expand the scale and scope of ICT and ICT-enabled services. ICT related development can have a special strategic role as they can leverage development in the economy as a whole in terms of innovation, productivity, and competitiveness and governance (Mitra 2013a) .
Analyzing the growth and the impact of developments in ICT, tourism, and other services needs to be extended beyond revenue and employment and beyond a traditional analysis of forward and backward links or multipliers. It is critical to consider the importance of growth and structural changes in the IT-BPO industry that have major, economy-wide implications for building competency and using new ICT applications, both of which generally have not been sufficiently understood (Mitra forthcoming).
The traditional agriculture and manufacturing sectors continues to be important in the Philippines (and in most other countries), but the service sector accounts for a major part of employment, GDP, and exports. Reconstituted traditional services as well as modern services (and goods production) are central to poverty alleviation and also for the economy to develop beyond the middle-income level. The advancement of most countries from low-to middleincome status required the government, the private sector, and other stakeholders to diversify and move up the value chain in both the industry and service sectors. In this context, it is essential to focus on education, research, innovation, entrepreneurship, ICT, and other technological and skill developments.
In sum, the government and the business and academic communities acknowledge that the Philippines has considerable scope for advancement in several areas and for fostering both intra-and inter-sector links and for transforming the supply chain within the country and internationally. Realizing those opportunities will require coherent strategies as well as the forceful implementation of appropriate actions in the agriculture, industry, and service sectors on one hand and in technology, governance, and other institutional aspects on the other.
Three major opportunities for leveraging service sector growth stand out. One is expanding the scale and scope of export and domestic market development for IT-BPO, telecommunications, and other modern services. This implies a unique window of historical opportunities for developing the Philippine economy. Leveraging ICT and ICT-enabled services is necessary to generate new income and jobs, to foster inter-sector links, and to be more productive and competitive. Second is to successfully develop the tourism industry to foster economic development across a wider social groups and regions, including poor and remote rural areas. Third is the need to enhance the prospects for Filipino technical, managerial, and entrepreneurial talent to work in the Philippines rather than overseas.
There is a need for forceful action and for flexible, timely responses by all stakeholders-government, academia, industry associations, foreign investors, and local entrepreneurs-to opportunities and challenges in the IT-BPO export industry, international tourism, and the development of the domestic market. Those efforts along with efforts to further develop education, healthcare, banking and finance, telecommunications, energy, physical infrastructure and the agriculture and industry sectors can substantially enhance prospects to achieve sustainable and inclusive growth within the country and to develop international interfaces, all of which would help the Philippines to catch up in economic development and to become a knowledge economy.
